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INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report®

KPMG LLP
(Name — f ;mdividual, Rote las:, firs:, muddie aname)
355 SOUTH GRAND AVENUE, SUITE 2000 LOS ANGELES CA 90071-1568
(Adadress) (Crty) (Suze) Zip Code)
o1 ‘,- ,Qiyj 2% s b e
CHECK ONE: PROC
' K] Centified Public Accountant ,
O Public Accountant ‘ MAR 29 2002
O Accountant not resident in United States or any of its possessions. THOM_%E;):;
FOR OFFICIAL USE ONLY FlNEIins

*Claims for exemplion from the requirement that the annual report be covered by the opinion of an independent public accountant
" must be supported by a statement of facts and circumstances relied on as the basis for the exermption. See section 240.17a-5(e)(2).

comteined i» this form are not required 1o respond unless the form displags

aBC 1410 (3-91) Jlesential persons who are 1o crespond 1o the celiection of information U@ /09'
) a ewrrestly valid OIMN R control mumber. 6//2)\1




OATH OR AFFIRMATION

1, ROBERT J. WELCH ewear (or affirm) that. o the
best of my knowledge and belief the accompanying financial statement and suppo, schedules pertaining to the firm of
JEFFERIES PARTNERS OPPORTUNITY FUND. II LC

as of
DECEMBER 31 - 2001 | are true and correct. I further swear (or affirm) that neither the company

a0r any partner, proprictor, principal officer or director has any proprietary interest in any account classified soley as that of
1 customer, except as follows:

NONE

WA [

CHIEF FINANCIAL OFFICER

. T
Q k L) O()@V]/ EILEEN W. GUAY "

Notary Public NOTARY PUBLIC
1Y COMMISSION EXPIRES 7/31/2006

his report** contains (check all applicable boxes):
(a) Facing page.
(b) Statement of Finandal Condition.
(c) Statement of Income (Loss).
(d) Statement of Changes in Financial Condmon
(e) Statement of Changes in Stockholders® Equity or Partners’ or Sole Pmpnctor s Capital.
() Statement of Changes in Liabilities Subordinated to Claims of Creditors.
(g) Computation of Net Capital
(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
[ (i) Information Relating to the Possession or control Requirements Under Rule 15¢3-3.
() A Reconciliation, including appropnate explanation, of the Computation of Net Capital Under Rule 15c3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

(k) A Reconciliauon between the audited and unaudited Statements of Financial Condition with respect to methods of con-
solidation.

(1) An Oath or Affirmation.
{m) A copy of the SIPC Suppiemental Repor.

(n) A report describing any material inadequaci=s found to exist or found to have existed since the date of the previous audit.
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For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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355 South Grand Avenue
Suite 2000
Los Angeles, CA 90071-1568

Independent Auditors’ Report

The Members
Jefferies Partners Opportunity Fund II, LLC:

We have audited the accompanying statement of financial condition of Jefferies Partners Opportunity
Fund II, LLC (the Fund) as of December 31, 2001. This financial statement is the responsibility of the
Fund’s management. Our responsibility is to express an opinion on this statement of financial condition
based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the statement of financial condition is free of material misstatement. An audit of a statement of
financial condition includes examining, on a test basis, evidence supporting the amounts and disclosures in
the statement of financial condition. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall statement of financial
condition presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the statement of financial condition referred to above presents fairly, in all material
respects, the financial position of Jefferies Partners Opportunity Fund II, LLC as of December 31, 2001, in
conformity with accounting principles generally accepted in the United States of America.

KPMe LLP

January 24, 2002, except as to Note §
of the notes to the statement of financial
condition, which is as of February 15, 2002.



JEFFERIES PARTNERS OPPORTUNITY FUND I1, LLC
Statement of Financial Condition

December 31, 2001

Assets

Cash and cash equivalents
Receivable from brokers and dealers
Securities owned

Other assets

Total assets
Liabilities and Members’ Equity

Securities sold, not yet purchased
Payable to brokers and dealers
Payable to Jefferies & Company, Inc.
Accrued expenses and other liabilities

Total liabilities
Members’ equity:

Members’ capital, net
Retained earnings

Total members’ equity

Total liabilities and members’ equity

See accompanying notes statement of financial condition.

$

$

$

$

49,744,944
12,149,608
125,074,840
1,890,975

188,860,367

1,652,288
17,893,470
901,859
90,162

20,537,779

126,255,099
42,067,489

168,322,588

188,860,367
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JEFFERIES PARTNERS OPPORTUNITY FUND II, LLC
Notes to Statement of Financial Condition
December 31, 2001

Summary of Significant Accounting Policies

Jefferies Partners Opportunity Fund I, LLC (the “Fund™) is a Delaware limited liability company. The
Fund commenced operations on January 19, 2000. The investment objective of the Fund is to generate
returns for its members by making, holding and disposing of a diverse portfolio of primarily below
investment grade debt and equity investments. The Fund was established to offer members the
opportunity to participate in the trading, investment and brokerage activities of the High Yield Department
of Jefferies & Company, Inc. (“Jefferies”). The Fund employs a trading and investment strategy
substantially similar to that historically employed by Jefferies’ High Yield Department. The
Fund acquires, actively manages and trades a diverse portfolio of primarily non-investment grade
investments consisting of the following three asset groups: High Yield Debt, Special Situation
Investments, and, to a lesser extent, Bank Loans. The Fund has appointed Jefferies to serve as manager to
the Fund (the “Manager”). The Fund participates in the trading and investment activities of the High
Yield Department on an equivalent basis with Jefferies. To permit such participation, the Fund has been
registered as a broker dealer under the Securities Exchange Act of 1934 and with the National Association
of Securities Dealers.

The Fund will be in effect until January 18, 2007, unless extended for up to three successive one-year
terms by the vote of the Manager and a majority of the member interests.

The Fund, in connection with its activities as a broker-dealer, does not hold funds or securities for
customers. Accordingly, the computation for determination of reserve requirements pursuant to Rule
15¢3-3 has been omitted.

(a) Securities Transactions

The Fund records its securities transactions on a trade-date basis. Securities owned and securities
sold, not yet purchased, are valued at market.

(b) Fair Value of Financial Instruments

Substantially all of the Fund’s financial instruments are carried at fair value or amounts
approximating fair value. Assets, including cash and cash equivalents, securities borrowed and
certain receivables, are carried at fair value or contracted amounts which approximate fair value due
to the short period to maturity. Similarly, liabilities, including certain payables, are carried at
amounts approximating fair value. Securities owned and securities sold, not yet purchased, are
valued at quoted market prices, if available. For securities without quoted prices, the reported fair
value is estimated by using various sources of information, including quoted prices for comparable
securities.

(¢) Federal and State Income Taxes

Under current federal and applicable state limited liability company laws and regulations, limited
liability companies are treated as partnerships for tax reporting purposes and, accordingly, are not

" subject to income taxes. Therefore, no provision for income taxes has been made in the Fund’s
financial statements. For tax purposes, income or losses are included in the tax returns of the
members.
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JEFFERIES PARTNERS OPPORTUNITY FUND II, LLC
Notes to Statement of Financial Condition
December 31, 2001

Cash and Cash Equivalents

Cash equivalents consist of money market funds, which are part of the cash management activities
of the Fund, and generally mature within 90 days. At December 31, 2001, such cash equivalents
amounted to $48,001,486.

Contributions

Capital contributions are recorded net of placement fees. Each member is charged a one-time
placement fee of 1% of gross contributions. ' '

Allocation of Income and Expense

Income and expense are allocated 100% to the members based on the pro rata share of their capital
contributed to the Fund, until the total allocation equals the aggregate member preferred return of
8% of contributed capital. All remaining income and expense are allocated 80% to the members and
20% to the Manager.

Use of Estimates

Management of the Fund has made a number of estimates and assumptions relating to the reporting
of assets and liabilities, the disclosure of contingent assets and liabilities, and the reported amounts
of revenues and expenses to prepare these financial statements in conformity with generally
accepted accounting principles. Actual results could differ from those estimates.

Receivable from, and Payable to, Brokers and Dealers

The following is a summary of the major categories of receivable from, and payable to, brokers and
dealers as of December 31, 2001:

Receivable from brokers and dealers:
Securities borrowed $ 2,478,144
Other 9,671,464

$ 12,149,608

Payable to brokers and dealers — other $ 17,893,470

The Fund borrows securities to cover short sales, from which the Fund derives interest revenue.
Receivable from, and payable to, brokers and dealers are with affiliates. See note 5.

4 ' (Continued)
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JEFFERIES PARTNERS OPPORTUNITY FUND II, LLC
Notes to Statement of Financial Condition
December 31, 2001

Securities Owned and Securities Sold, Not Yet Purchased

The following is a summary of the market value of major categories of securities owned and securities
sold, not yet purchased, as of December 31, 2001:

Securities sold,

Securities not yet
owned purchased
Corporate debt securities $ 107,371,007 1,293,968
Corporate equity securities 17,703,833 358,320
$ 125,074,840 1,652,288

Revolving Credit Facility

In June 2001, the Fund entered into a revolving credit facility agreement to be used in connection with the
Fund’s investing activities. At December 31, 2001, $85,200,000 was available under the terms of the
revolving credit facility agreement. The revolving credit facility expires June 2002, but provides for
annual extensions. Loans under this facility bear interest at 15 to 25 basis points plus LIBOR. The
Fund incurs a liquidity fee on the total amount available under the revolving credit facility. At
December 31, 2001, there was no outstanding balance under the revolving credit facility.

The Fund incurred costs in securing the revolving credit facility. These costs have been capitalized and
are being amortized over seven years. Net unamortized costs of $547,192 are included in other assets.

Related Party Transactions

Included in members’ capital is an investment in the Fund by Jefferies of $27,159,268. Additionally,
Jefferies, in its capacity as Manager, contributed $1,000 of capital for the right to participate in 20% of the
Fund’s earnings in excess of an 8% preferred return paid to the members.

Included in receivable from brokers and dealers is $9,671,464 due from Jefferies and $2,478,144 due from
Helfant Group, Inc. (formerly W&D Securities, Inc.), an affiliate of Jefferies.

The Fund receives interest income from Helfant Group, Inc. related to stock borrow transactions.
Included in payable to brokers and dealers is $17,893,470 due to Jefferies.

Payable to Jefferies of $901,859 is for amounts due for direct trading expenses and general and
administrative expenses.

Jefferies, in its capacity as Manager, receives management fees equal to 1% per annum of the sum of
100% of the average balance of securities owned and 98% of the average balance of securities sold, not
yet purchased.

Jefferies provides general and administrative services for the Fund and is reimbursed by the Fund.

5 (Continued)
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JEFFERIES PARTNERS OPPORTUNITY FUND I, L1LC
Notes to Statement of Financial Condition

December 31, 2001

Placement fees of 1% of capital contributions are paid to Jefferies. A placement fee of $20,000 was paid
during the year. Capital contributions are recorded net of the placement fees.

Financial Instruments
(a) Off-Balance Sheet Risk

The Fund has contractual commitments arising in the ordinary course of business for securities sold,
not yet purchased. These financial instruments contain varying degrees of off-balance sheet risk
whereby the market values of the securities underlying the financial instruments may be in excess
of, or less than, the contract amount. The settlement of these transactions is not expected to have a
material effect upon the Fund’s financial statements.

(b) Credit Risk

In the normal course of business, the Fund is involved in the execution, settlement and financing of
various principal securities transactions. Securities transactions are subject to the risk of
counterparty nonperformance. However, transactions are collateralized by the underlying security,
thereby reducing the associated risk to changes in the market value of the security through
settlement date.

The Fund seeks to control the risk associated with these transactions by establishing and monitoring
collateral and transaction levels daily.

(¢) Concentration of Credit Risk

The Fund’s activities are executed exclusively with Jefferies. Concentrations of credit risk can be
affected by changes in economic, industry or geographical factors. The Fund seeks to control its
credit risk and the potential risk concentration through a variety of reporting and control procedures
including those described in the preceding discussion of credit risk.

Net Capital Requirement

The Fund is subject to the Securities and Exchange Commission (SEC) Uniform Net Capital Rule (Rule
15¢3-1), which requires the maintenance of minimum net capital. The Fund has elected to use the
alternative method permitted by Rule 15¢3-1, which requires that the Fund maintain minimum net capital,
as defined, equal to the greater of $250,000 or 2% of aggregate debit balances arising from customer
transactions, as defined.

At December 31, 2001, the Fund had net capital of $74,494,304, which was $74,244,304 in excess of
required net capital.

Subsequent Events

On February 15, 2002, the Fund borrowed $16,400,000 under the revolving credit facility. Also on
February 15, 2002, the Fund made a distribution of income to the Fund members of $40,462,320.



